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SUBJECT: ANDEAN PACT: TREATMENT OF FOREIGN CAPITAL WITHIN LAFTA 
REF: LIMA 10211 

1. THE THIRD ROUND OE MULTILATERAL NEGOTIATIONS AMONG LAFTA 
COUNTRIES IS SCHEDULED FOR DECEMBER 2 THROUGH 7 IN MONTEVIDEO. 
REETEL SUMMARIZES THE PRINCIPAL ISSUES. SOME OF THE DRAFT 
RESOLUTIONS UNDER CONSIDERATION INCLUDE RESTRICTIONS ON 
FOREIGN CAPITAL, AS OUTLINED AND COMMENTED ON BELOW. 
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2. AT THE SECOND ROUND OF MULTILATERAL NEGOTIATIONS, SEPTEMBER 
23-28 IN QUITO, INTAL PRESENTED AN ANALYSIS OF EXISTING LEGAL 
PROVISIONS IN THE ELEVEN COUNTRIES REGARDING TREATMENT OF 
FOREIGN CAPITAL. IN DISCUSSIONS WHICH FOLLOWED, ARGENTINA, 

BOLIVIA, COLOMBIA, ECUADOR, MEXICO, PERU AND VENEZUELA 
CONCURRED THAT THE HARMONIZATION OF THE TREATMENT ACCORDED 
FOREIGN CAPITAL IS AN ESSENTIAL ELEMENT OF INTEGRATION. CHILE 
INDICATED THAT IT WOULD BE DISPOSED TO PARTICIPATE IN SUCH 
HARMONIZATION IF THE EVOLUTION OF THE LAFTA INTEGRATION 
PROCESS JUSTIFIED IT. BRAZIL AND PARAGUAY DECLARED THAT 
TREATMENT OF FOREIGN CAPITAL SHOULD BE REGULATED EXCLUSIVELY 
BY NATIONAL AUTHORITIES. 

3. AT AD HOC WORKING GROUP MEETING, OCTOBER 7 TO NOVEMBER I 
IN MONTEVIDEO, ARGENTINA PRESENTED A DRAFT RESOLUTION TO 
RESTRICT PARTICIPATION IN LAFTA COMPLEMENTATION AGREEMENTS TO 
NATIONAL LATIN AMERICAN ENTERPRISES. BRAZIL CONSIDERED THIS 
PROPOSAL TO BE A FOREIGN CAPITAL CONTROL MEASURE AND REITER- 
ATED THE POSITION IT HAD EXPRESSED ON THIS ISSUE IN QUITO. 

4. ANDEAN PACT COMMISSION ENDORSED FOREGOING ARGENTINE 
PROPOSAL AT ITS NOVEMBER 12-14 MEETING IN LIMA. TEXT OF THIS 
PROPOSAL WAS SLIGHTLY MODIFIED AND WILL BE PRESENTED AS AN 
ANDEAN-ARGENTINE INITIATIVE AT THE DECEMBER 2-7 MEETING IN 
MONTEVIDEO. NATIONAL LATIN AMERICAN ENTERPRISES ARE DEFINED 
AS THOSE IN WHICH NATIONAL INVESTORS ARE THE MAJORITY 
STOCKHOLDERS AND IN WHICH THIS MAJORITY IS REFLECTED IN THE 
TECHNICAL, FINANCIAL, ADMINISTRATIVE AND COMMERCIAL MANAGEMENT 
OF THE FIRMS. THE KEY ELEMENTS ARE ORIGIN AND COMPOSITION OF 

THE CAPITAL, COMPOSITION OF DIRECTORATE, COUNTRY OF ORIGIN OF 
INVESTORS AND TYPE OF TECHNOLOGY. 

5. INDIRECTLY RELATED TO FOREIGN INVESTMENT IS THE ISSUE OF 
MULTINATIONAL ENTERPRISES. AT QUITO MEETING ALL COUNTRIES 
EXCEPT BRAZIL AGREED IN PRINCIPLE TO ESTABLISHMENT OF LEGAL 
FRAMEWORK FOR "BINATIONAL AND PLURINATIONAL LATIN AMERICAN 
ENTERPRISES." ARGENTINA SUBSEQUENTLY DEVELOPED THIS CONCEPT 
INTO A DRAFT RESOLUTION. LATIN AMERICAN CAPITAL WOULD HAVE TO 
HAVE A CONTROLLING INTEREST IN SUCH ENTERPRISES. AN EXCEPTION 
TO THIS RULE WOULD BE ENTERPRISES WITH PUBLIC SECTOR EQUITY 
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PARTICIPATION. 

6. THE ANDEAN PACT IS BASICALLY IN FAVOR OF ARGENTINE 
PROPOSAL ON LATIN AMERICAN MULTINATIONAL ENTERPRISES. HOWEVER, 
POOR RESULTS TO DATE WITH STATUTE FOR ANDEAN MULTINATIONAL 
ENTERPRISES (DECISION 46) PROMPTED THE ANDEAN COUNTRIES TO 
SUGGEST FURTHER STUDY OF THIS ISSUE. 
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7. COMMENT: THERE HAS BEEN CRITICISM IN INTEGRATION CIRCLES 
OE THE PREDOMINANT ROLE OE EOREIGN EIRMS IN SOME OE THE 
CURRENT LAETA COMPLEMENTATION AGREEMENTS. ALTHOUGH IT IS 
DOUBTEUL THAT LAETA RESTRICTIONS ON EOREIGN CAPITAL WILL BE 
FORMALLY ADOPTED, VARIOUS NATIONAL LEGISLATION ON THIS SUBJECT 
CAN BE EXPECTED TO AEFECT FOREIGN EIRMS IN BOTH BILATERAL AND 
MULTILATERAL TRADE AND INVESTMENT ACTIVITIES IN LATIN AMERICA. 

DEAN 
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